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Abstract

Chile’s copper mining industry has been a central pillar of its economy, contributing significantly to
GDP, employment, and exports. However, the industry’s spillover effects on small and medium-sized
enterprises (SMEs) and broader industrial linkages have been underexplored. This paper investigates
the economic impact of copper mining on Chile’s manufacturing SMEs and evaluates the strength of
industrial linkages between the mining sector and other industries. It examines how SMEs benefit
from copper price booms and suffer during contractions, highlighting the vulnerabilities of
over-reliance on the copper sector. Furthermore, the paper analyzes the weak linkages between copper
mining and other domestic industries, emphasizing the need for economic diversification to promote
sustainable growth. Strategies to strengthen industrial linkages and promote value-added production
within the copper supply chain are discussed as critical measures for reducing Chile’s dependence on
copper exports and building a more resilient economy.
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1. Introduction beyond traditional metrics of GDP and exports.
The economic spillover effects from mining have
far-reaching consequences for small and

medium-sized enterprises (SMEs) in Chile’s

Chile’s copper mining industry, as one of the
largest globally, has been a cornerstone of the
country’s economy for decades. Copper accounts

for nearly one-third of Chile’s total exports, and
the mining sector represents between 13% and
20.6% of its GDP, underlining its importance not
only for national revenue but also for
employment and the broader economic fabric of
the country. The significance of copper
production has long been recognized for driving
economic growth, particularly in mining regions
where the sector supports urban economies
through wage increases and financial liquidity.

However, the impact of copper mining extends

manufacturing sector. Mining provides direct
and indirect opportunities for SMEs, particularly
through supply chains and service industries
that develop around the extraction and
processing of copper. During copper price
booms, business formation and expansion in
these mining-adjacent sectors thrive, benefiting
from increased demand for goods and services.
However, this prosperity is not without
challenges. The contraction phases of copper
cycles can significantly impact SMEs, especially
those closely linked to mining services, creating



economic volatility.

This paper seeks to analyze these dynamics by
exploring how the spillover effects from copper
mining influence Chile’s manufacturing SMEs
and their industrial linkages. By examining the
depth of these linkages, the analysis will
highlight the sector’s contribution to economic
diversification. Though copper mining has been
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a major driver of growth, fostering stronger
industrial linkages and supporting SMEs across
various sectors remains essential for sustainable,
diversified economic development in Chile. The
essay will delve into these linkages and their
potential for enhancing long-term economic
resilience.

2. Copper Mining and Its Economic Influence
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Figure 1. Copper Mining Contribution to Different Economic Sectors in Chile

Copper mining has been the backbone of Chile’s
economy for decades, and its contribution to the
country’s gross domestic product (GDP) is
significant, ranging between 13% and 20.6%
annually. This makes copper a critical resource
not only for exports but also for the country’s
internal economic stability and growth. The
copper industry provides a substantial portion
of the country’s employment, both directly and
indirectly. Thousands of workers are employed
in the mining sector itself, while many more jobs
are created in the industries that support mining
operations, including machinery, transportation,
and energy services. This network of
employment extends into local economies,
where mining-related jobs create demand for
retail, real estate, and service industries.

One of the most critical aspects of Chile’s
reliance on copper mining is the sensitivity of
the economy to fluctuations in global copper
prices. Given that copper is a globally traded
commodity, Chile’s economic performance is
often tied to the international demand for
copper, particularly from large markets like
China and the United States. A 1% increase in
copper prices can lead to a 0.16% rise in Chile’s
GDP over a five-year period. This relationship
underscores the strong linkage between copper
prices and national economic output,

highlighting how changes in global market
conditions can have a profound impact on
Chile’s broader economy.

The spillover effects of copper mining also
extend into other parts of the economy,
influencing areas such as financial liquidity and
wages. Mining regions in Chile, such as
Antofagasta and Atacama, have experienced
rapid growth due to the increased financial
liquidity that stems from mining activities.
Higher wages in these regions further fuel local
economies, as disposable income rises and
spending in retail and real estate sectors
increases. For example, as mining companies
pay higher wages to attract skilled labor, the
local housing market benefits from rising
property values and increased construction
activity. Similarly, retail businesses see higher
sales as consumers have more disposable
income to spend on goods and services.

However, this reliance on the copper sector also
creates economic vulnerabilities. While boom
periods can lead to rapid growth and prosperity,
downturns in the global copper market can
severely impact the economy. During periods of
falling copper prices, the resulting contraction in
mining activities can lead to job losses, reduced
wages, and declines in local economic activity,
particularly in mining-dependent regions. The



contraction of the copper super-cycle, for
instance, had severe repercussions on SMEs that
rely on mining demand, causing many
businesses to suffer financial losses or close
down entirely.

The close integration of copper mining with the
national economy, while beneficial in periods of
high copper prices, presents challenges for
economic stability. Policymakers in Chile have
therefore focused on the need to diversify the
economy to reduce dependence on copper
exports and to mitigate the risks posed by
fluctuating commodity prices. However, as the
mining sector remains the dominant player in
Chile’s economic landscape, its influence on
wages, financial liquidity, and broader economic
performance is likely to persist for years to come.
The key for Chile will be to leverage the wealth
generated by copper mining to foster long-term,
sustainable economic growth that can weather
the inevitable fluctuations in global copper
demand.

3. The Impact on SMEs and Local Economies

Copper mining in Chile has played a crucial role
not only in the country’s macroeconomic
landscape but also shaping the local
economies of mining regions and the growth of
small and medium-sized enterprises (SMEs).
SMEs, which form the backbone of any economy
due to their flexibility and adaptability, are
highly influenced by the ups and downs of the
copper mining sector. The relationship between
copper mining and SMEs is complex, involving
both opportunities for growth during periods of
expansion and significant challenges during
contraction phases, particularly in regions
closely tied to mining activities.
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3.1 Business Formation and Growth During
Expansion Phases

During periods of copper price booms and
economic expansion driven by high global
demand for copper, local economies in mining
regions, such as Antofagasta and Calama, have
seen a notable increase in the number of SMEs.
As copper companies expand production and
seek to meet rising global demand, they
generate increased demand for goods and
services, including machinery, transportation,
and other operational support, which in turn
creates opportunities for new businesses to
emerge. This boom period benefits a wide range
of SMEs, from mining services providers to
construction companies and local retailers. The
expansion phase of the copper super-cycle, for
example, triggered  significant  business
formation and employment growth in
mining-dependent regions, where SMEs were
able to capitalize on the influx of mining-related
revenues and investments.

During these periods, mining companies often
engage SMEs as suppliers and contractors,
offering them substantial business opportunities.
The local sourcing of goods and services allows
mining companies to reduce costs and time
delays, while also contributing to the economic
development of the regions in which they
operate. SMEs, in turn, benefit from these large
contracts and the steady flow of demand from
the mining industry. The strong correlation
between copper price hikes and SME growth is
well-documented, as SMEs in mining regions
show higher rates of formation and survival
when mining activity is robust.

3.2 Challenges During Contraction Phases
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Figure 2. Impact of Copper Price Changes on SMEs in Mining
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However, the dependence on copper mining as
the primary economic driver can expose SMEs
to significant risks during downturns in the
copper market. The contraction phases of the
copper super-cycle, characterized by falling
copper prices and a decline in global demand,
often result in reduced mining activity. In
response, mining companies cut costs by
reducing production, laying off workers, and
scaling back contracts with local SMEs. The
ripple effects of this contraction are quickly felt
by SMEs that rely heavily on mining revenues,
such as those in logistics, construction, and
services related to mining operations. These
businesses face reduced demand, financial strain,
and, in many cases, closure.

The contraction phase also highlights the
vulnerability of SMEs that are overly reliant on
the mining sector. Without diversified revenue
streams, these businesses can quickly find
themselves in financial distress when mining
companies downscale. This economic volatility
not only affects SMEs directly linked to the
mining sector but also local economies that are
dependent on the wealth generated by mining.
Local real estate markets, retail, and other
sectors also face a slowdown as disposable
income shrinks, leading to lower consumption
and investment levels.

3.3 Supplier Selection and Sustainable Practices

In recent years, there has been growing
recognition of the need for more sustainable
practices in the mining supply chain, which has
positively impacted SMEs. Copper mining
companies in Chile have started implementing
formal supplier selection processes that
incorporate economic, social, and environmental
criteria. By adopting these sustainable
procurement practices, mining companies aim
to create more resilient and responsible supply
chains that include SMEs as key partners.

These selection processes are designed to ensure
that SMEs, while benefiting from contracts with
mining companies, also adhere to sustainability
goals. For instance, suppliers are expected to
meet standards related to environmental
management, ethical labor practices, and social
responsibility. This approach not only fosters
business growth for SMEs but also ensures that
these enterprises contribute to long-term
sustainable development within the mining
regions. Mining companies such as Codelco and
Antofagasta Minerals have integrated these
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criteria into their supplier engagement strategies,
which enables local SMEs to innovate and align
their operations with global sustainability
standards.

By participating in these formalized supplier
selection processes, SMEs are better positioned
to weather the cyclical nature of the copper
industry. While still vulnerable to fluctuations in
copper demand, SMEs that meet sustainable
criteria are more likely to secure long-term
contracts and build resilience against market
volatility. Moreover, this trend towards
sustainability has encouraged SMEs to adopt
new technologies and practices that reduce
environmental impact and improve operational
efficiency.

The impact of copper mining on Chile’s SMEs
and local economies is multifaceted, providing
both growth opportunities and significant
challenges. During expansion phases, SMEs
benefit from increased demand and the potential
for long-term growth. However, the contraction
phases of the copper super-cycle expose the
vulnerabilities of businesses that rely too heavily
on mining-related Recent trends
towards more sustainable supply chain
management offer a path forward, where SMEs
can align with global sustainability standards,
ensuring that they not only survive but thrive in
a sector that is crucial to Chile’s economic future.
This integration of sustainability into mining
practices could be a key factor in promoting
long-term economic stability and diversification
in Chile.

4. Industrial
Diversification

revenues.

Linkages and Economic

Chile’s copper mining industry has traditionally
functioned as a primary driver of economic
activity, contributing significantly to GDP,
employment, and national exports. However,
the country has faced challenges in ensuring that
this wealth translates into a broader, more
diversified economy. Industrial linkages
between copper mining and other sectors,
particularly manufacturing, are critical in this
context. The extent to which the mining sector is
integrated with local industries can determine
whether mining wealth promotes sustained
development or results in an over-reliance on a
single commodity. Strong industrial linkages
help spread the benefits of mining to other parts
of the economy, promoting innovation,
industrial growth, and economic diversification.



4.1 Current State of Industrial Linkages

Chile’s industrial linkages between the copper
mining sector and its manufacturing industries
are still relatively underdeveloped. Copper
mining has traditionally been viewed as an
“enclave” sector, largely operating in isolation
from the rest of the economy, with minimal
integration into domestic manufacturing or
service industries. The bulk of the copper
produced in Chile is exported as raw material,
with relatively little value-added production
taking place within the country. This means that
while copper generates significant export
revenues, the potential benefits of refining and
further processing copper domestically, which

Construgtion
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could stimulate manufacturing industries,
remain untapped. One key challenge is the
limited involvement of local manufacturing
SMEs in the mining supply chain. Most mining
equipment, machinery, and advanced
technologies are imported from abroad, which
diminishes the opportunities for Chilean SMEs
to engage directly with the copper industry.
Additionally, the copper supply chain is often
dominated by large, multinational corporations
that have established global supply networks,
limiting the opportunities for domestic
industries to form linkages with the mining
sector.

4.2 Weak Linkages and Sustainable Development

ogistics

Figure 3. Linkage Strength of Different Sectors with Copper Mining

The weakness of industrial linkages between
copper mining and other sectors hampers
Chile’s ability to achieve sustainable economic
development. ~ Without strong  industrial
connections, much of the wealth generated by
copper mining does not translate into long-term
economic growth for other sectors, including
manufacturing and services. The result is a
highly concentrated economy that remains
vulnerable to global commodity price
fluctuations. As highlighted in research by
Atienza et al. (2018), the potential for win-win
mining linkages in Chile is weak, constraining
regional economic development. This limited
potential for spillovers leaves many mining
regions dependent on copper revenues, with
little diversification into other economic
activities. The lack of industrial linkages stifles
innovation and limits the development of a
more advanced manufacturing base. Countries
that successfully leverage their natural resource

wealth often do so by fostering industries that

add value to raw materials, creating
higher-paying jobs and more sustainable
economic opportunities. Chile’s failure to

significantly develop these linkages means that
the country has yet to fully realize the broader
economic benefits of its copper wealth.

4.3  Historical
Infrastructure

Perspective  on  Industrial

Historically, copper mining played an influential
role in the development of Chile’s industrial
infrastructure, particularly in the 19th and early
20th centuries. During this period, foreign
miners and metallurgists helped establish
critical infrastructure, such as smelting plants
and railroads, which supported the copper
mining industry. For example, the construction
of the copper smelting facility at Caldera was a
landmark event in Chile’s industrial history,
reflecting the early integration of copper mining



with industrial activities. However, despite these
early developments, Chile’s industrial base did
not expand as significantly as it could have.
Much of the industrial activity during the 19th
century focused on the extraction and initial
processing  of  copper, with  limited
diversification  into  other = forms  of
manufacturing. Over time, Chile has struggled
to move beyond this extractive model, and the
development of strong linkages between copper
mining and broader industrial activities has
remained elusive.

4.4 Strategies to Enhance Integration and Promote
Diversification

To address these challenges, several strategies
can be implemented to strengthen the linkages
between copper mining and other sectors,
thereby promoting economic diversification.
One key approach is fostering local content
policies that incentivize mining companies to
source goods and services from domestic
suppliers. By encouraging mining companies to
engage more with local SMEs, these policies can
help integrate local industries into the copper
supply chain. For instance, promoting the
development of local manufacturing capabilities
for mining equipment and machinery would
allow Chilean SMEs to participate more fully in
the sector. Investing in research and
development (R&D) to support innovation in
mining-related technologies and services can
create new opportunities for Chilean industries
to add value to the copper supply chain.
Public-private partnerships between mining
companies, research institutions, and local
businesses can drive the development of
advanced technologies that can be exported
globally, such as innovations in mining safety,
efficiency, or environmental sustainability.
Another strategy involves fostering greater
value-added  production  within  Chile.
Encouraging the domestic processing of copper,
including refining and the production of
copper-based products such as wires and
electronic components, would create
higher-paying manufacturing jobs and stimulate
the development of advanced industries. These
industries could become less dependent on
global copper price fluctuations and provide
more stable, long-term economic growth.
Strengthening regional development policies
that promote diversification in mining regions
can reduce the dependence on copper mining.
This could involve supporting the growth of
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non-mining industries, such as tourism,
agriculture, and renewable energy, in
mining-dominated regions, creating a more
balanced and resilient economy.

In conclusion, the development of strong
industrial linkages between copper mining and
other sectors is critical for Chile’s long-term
economic sustainability. By fostering these
connections and  promoting  economic
diversification, Chile can better leverage its
natural resource wealth to build a more
innovative, resilient, and diverse economy.
Strengthening domestic industries, enhancing
value-added  production, and supporting
regional diversification are essential strategies
for ensuring that the benefits of copper mining
are widely shared across the
promoting sustainable development for future
generations.

economy,

5. Conclusion

The copper mining industry in Chile has been
both a blessing and a challenge for the country’s
economy. On one hand, it has provided
immense opportunities for economic growth,
employment, and the development of small and
medium-sized enterprises (SMEs). The direct
and indirect spillovers from the copper mining
sector have fostered growth in regions heavily
dependent on mining, with the expansion of
mining operations during periods of high
copper prices leading to business formation, job
creation, and increased financial liquidity in
mining SMEs, particularly those
connected to the mining supply chain, have
benefited from contracts, demand for services,
and the overall economic dynamism that mining
has brought to the country. This has contributed
significantly to regional development, especially
in cities close to mining hubs like Antofagasta
and Calama. However, the dependence on
copper mining also exposes Chile to significant
economic vulnerabilities. The copper industry’s
cyclical nature, driven by fluctuating global
prices, means that SMEs and local economies are
highly susceptible to downturns. During
contraction phases, mining activities shrink,
leading to job losses, business closures, and
economic distress for SMEs. This volatility
underscores the need for Chile to diversify its
economy to avoid over-reliance on a single
commodity. Without stronger industrial linkages
that integrate the mining sector with other
domestic industries, Chile remains vulnerable to
external shocks and global market fluctuations.

regions.
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Strengthening industrial linkages between
copper mining and the broader economy is
crucial for sustainable development. By
fostering greater integration between copper
mining and  manufacturing,  promoting
value-added production, and encouraging local
content in mining supply chains, Chile can build
a more diversified economy. This diversification
would help insulate the country from the
volatility of global copper markets and create
new avenues for sustainable growth. Copper
mining will continue to play a central role in
Chile’s economic trajectory. However, the
country’s ability to leverage this resource for
broader economic development will depend on
how effectively it can build strong industrial
linkages and promote economic diversification.
By doing so, Chile can transition from being a
resource-dependent economy to a more resilient
and diversified one, ensuring long-term
prosperity for future generations.
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